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Independent Auditor's Report

To the Board of Trustees
Vinton Municipal Electric Utility
Vinton, lowa

Report on the Financial Statements

We have audited the accompanying financial statements of the business type activities of
Vinton Municipal Electric Utility (a2 municipal utility), a component unit of the City of Vinton,
Iowa, as of and for the years ended June 30, 2014 and 2013, and the related notes to the financial

statements, which collectively comprise the Utility’s basic financial statements listed in the table
of contents.

Management’s Responsibility for the Financial Statements

Management is responsible for the preparation and fair presentation ‘of these financial
statements in accordance with U.S. generally accepted accounting principles. This includes the
design, implementation and maintenance of internal control relevant to the preparation and fair
presentation of financial statements that are free from material misstatement, whether due to
fraud or error.

Auditor’s Responsibility

Our responsibility is to express opinions on these financial statements based on our audit. We
conducted our audit in accordance with U.S. generally accepted auditing standards and the
standards applicable to financial audits contained in Government Auditing Standards, issued by
the Comptroller General of the United States. Those standards require that we plan and perform
the audit to obtain reasonable assurance about whether the financial statements are free from
material misstatement.

An audit involves performing procedures to obtain audit evidence about the amounts and
disclosures in the financial statements. The procedures selected depend on the auditor’s
judgment, including the assessment of the risks of material misstatement of the financial
statements, whether due to fraud or error. In making those risk assessments, the auditor
considers internal control relevant to the Utility’s preparation and fair presentation of the financial
statements in order to design audit procedures that are appropriate in the circumstances, but not
for the purpose of expressing an opinion on the effectiveness of the Utility’s internal control.
Accordingly, we express no such opinion. An audit also includes evaluating the appropriateness of
accounting policies used and the reasonableness of significant accounting estimates made by
management, as well as evaluating the overall presentation of the financial statements.

We believe the audit evidence we have obtained is sufficient and appropriate to provide a basis
for our audit opinions.

Opinions

In our opinion, the financial statements referred to above present fairly, in all material
respects, the respective financial position of the business type activities of Vinton Municipal
Electric Utility as of June 30, 2014 and 2013, and the respective changes in financial position
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and, where applicable, cash flows thereof for the years then ended in accordance with U.S.
generally accepted accounting principles.

Other Matters

Required Supplementary Information

U.S. generally accepted accounting principles require Management’s Discussion and Analysis
on pages 6 through 8 be presented to supplement the basic financial statements. Such
information, although not a part of the basic financial statements, is required by the
Governmental Accounting Standards Board which considers it to be an essential part of financial
reporting for placing the basic financial statements in an appropriate operational, economic or
historical context. We have applied certain limited procedures to the required supplementary
information in accordance with U.S. generally accepted auditing standards, which consisted of
inquiries of management about the methods of preparing the information and comparing the
information for consistency with management’s responses to our inquiries, the basic financial
statements and other knowledge we obtained during our audit of the basic financial statements.
We do not express an opinion or provide any assurance on the information because the limited
procedures do not provide us with sufficient evidence to express an opinion or provide any
assurance.

Supplementary Information

Our audit was conducted for the purpose of forming opinions on the financial statements that
collectively comprise Vinton Municipal Electric Utility’s basic financial statements. The
supplementary information included in the Schedule of Operating Expenses is presented for
purposes of additional analysis and is not a required part of the basic financial statements.

The supplementary information is the responsibility of management and was derived from and
relates directly to the underlying accounting and other records used to prepare the basic financial
statements. Such information has been subjected to the auditing procedures applied in the audit
of the basic financial statements and certain additional procedures, including comparing and
reconciling such information directly to the underlying accounting and other records used to
prepare the basic financial statements or to the basic financial statements themselves, and other
additional procedures in accordance with U.S. generally accepted auditing standards. In our
opinion, the supplementary information is fairly stated in all material respects in relation to the
basic financial statements taken as a whole.

Other Reporting Required by Government Auditing Standards

In accordance with Government Auditing Standards, we have also issued our report dated
December 29, 2014 on our consideration of Vinton Municipal Electric Utility’s internal control
over financial reporting and our tests of its compliance with certain provisions of laws,
regulations, contracts and grant agreements and other matters. The purpose of that report is to
describe the scope of our testing of internal control over financial reporting and compliance and
the results of that testing and not to provide an opinion on the internal control over financial
reporting or on compliance. That report is an integral part of an audit performed in accordance
with Government Auditing Standards in considering Vinton Municipal Electric Utility’s internal
control over financial reporting and compliance.

RIS T, Bk Vebeo 76, 2.
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Vinton Municipal Electric Utility
Management’s Discussion and Analysis

The Vinton Municipal Electric Utility provides this Management’s Discussion and Analysis of its
financial statements. This narrative overview and analysis of the financial activities is for the fiscal
year ended June 30, 2014. We encourage readers to consider this information in conjunction with
the Electric Utility’s financial statements, which follow.

Fiscal 2014 Financial Highlights
The Utility’s operating revenue increased by 7%, or $291,193, from fiscal 2013 to fiscal 20 14.

The Utility’s operating expenses increased by 16%, or $565,235, from fiscal year 2013 to fiscal
year 2014.

The Utility’s net assets increased 5%, or $549,083, from June 30, 2013 to June 30, 2014.
There were no employee retirements or departures in the fiscal year that required payout.

In late June and early July of 2013, all of the windows in the distribution building located at 214
E 2nd Street were replaced with new energy efficient units. Additional work on the distribution
building during the fiscal year included restoration of the roof, completed in December 2013, and
replacement of an overhead door in May of 2014.

On July 9, 2013 the Board authorized a $26,000 contribution to Vinton Parks and Recreation for
lighting costs in connection with Celebration Park. The Board also voted to begin making
payments in-lieu of taxes to the City of Vinton in the amount of $5,000 per month. This amount
was increased to $7,000 per month beginning in May 2014.

In August of 2013, the Board authorized the purchase of 200 radio read meters as part of a plan
to replace all old electric meters and reduce future testing costs.

Economic development funds disbursed during the year include $6,500 to Vinton Unlimited in
April 2014.

Boiler issues during the fiscal year required the boiler to be shut down during the summer for two
days so modifications could be made. The work went smoothly, and everything appeared to be
operating correctly once again.

The CIPCO lawsuit was resolved during the fiscal year. The settlement requires the Utility to pay
$18,487 per year for 5 years. The payment is included on the bill received each month for
purchasing power from RPGI. Payments began with the bill received in May 2014.

In June 2014 the Board approved a contract not to exceed $15,000 to develop a long-term
strategic plan for the Utility.

Overview of the Financial Statements

Management’s Discussion and Analysis is intended to serve as an introduction to the Utility’s
basic financial statements.

The Statement of Net Position presents the value of all of the Utility’s assets and liabilities by
liquidity, with the difference between the two presented as net position. The Utility’s net position
represents to what extent the Utility’s assets exceed its liabilities, with further breakout showing
the value of assets invested in capital assets used in providing services to the Utility’s customers.



The Statement of Revenues, Expenses and Changes in Fund Net Position presents information
detailing how the Utility’s net position changed during the year. The statement is divided between
operating activities—providing electricity to the Utility’s customers—and non-operating activities
which fall outside of the definition of operating activities. Changes in net position are reported as
soon as the underlying event causing the change occurs, regardless of the timing of the related

cash flows. Therefore, revenue and expenses are reported in this statement for some transactions
that will result in cash flows in subsequent years.

The Statement of Cash Flows presents information detailing the major sources and uses of cash

separated out by activity. This statement also includes a reconciliation of net operating income to
net cash provided by operating activities.

The Notes to the Financial Statements provide additional information that is essential to the
understanding of the data provided in the basic financial statements.

The Supplementary Information provides a more detailed listing of the Utility’s operating expenses

for the year and should be viewed in conjunction with the Statement of Revenues, Expenses and
Changes in Fund Net Position.

Financial Analysis

Net Position may serve over time as a useful indicator of financial position. The following is a
summary of the composition of net assets at June 30:

2014 2013

Current Assets $ 6,125,761 $ 5,144,005
Noncurrent, noncapital assets 256,158 _ 295,970
Capital Assets, net of depreciation 5,558,416 5,806,318

Total Assets 11,940,335 11,246,293
Current Liahilities 429,872 i 355,779
Noncurrent Liabilities 70,866 —
Net Position:

Invested in capital assets 5,558,416 5,806,319

Unrestricted 5,881,181 5,084,195
Total Net Position $11,439,597 $10,890,514

The Utility’s net position increased by $549,083, or 5%, during fiscal 2014. The largest portion of
the Utility’s net position consists of unrestricted funds, which may be used to finance day-to-day
operations without constraints established by debt covenants, legislation or other legal
requirements. The remaining net position consisted of investments in capital assets (e.g. land,
buildings and improvements, equipment, and construction in progress), net of accumulated
depreciation costs, which made up 49% of the total net position.

The following is a summary of the changes in net assets for the years ended June 30:

2014 2013
Operating Revenue $ 4,676,160 $ 4,384,967
Operating Expenses 4,091,616 3,526,381
Operating Income (Loss) 584,544 858,586
Net non-operating revenue (expense) (35,461) 128,462
Change in Net Position 549,083 987,048
Net Position at Beginning of Year 10,890,514 9,903,466
Net Position at End of Year $11,439,597 $10,890,514



Budgetary Highlights

The Utility prepared and adopted the annual budget in March 2013, which designated the
amounts necessary for the improvement and maintenance of the Utility. This budget uses a
modified cash basis of accounting which differs from the accrual basis of accounting used to
prepare the accompanying financial statements. The budget information is provided to the City of
Vinton and is included along with the City’s budget for certification and publication. The Utility’s
original budget was not amended during either of the years ended June 30, 2014 or 2013. The
Utility did not exceed its budgeted expenditures in either of the years ended June 30, 2014 or
2013.

The Utility’s actual cash receipts were $11,403, or 2%, less than budgeted due to the lack of
reimbursements for windstorm expenditures. The Utility expects to finalize reimbursement
requests in fiscal 2015.

The Utility’s actual cash disbursements were $1,682,563, or 30%, less than budgeted due mostly
to the following factors: the costs for purchased power was 12% lower than expected, fuel oil and
natural gas costs were 45% lower than expected, and administrative salaries were 32% lower than
expected.

Economic Factors and Next Year’s Budget and Rates

The Utility’s primary source of revenue is electricity sales. Due to increasing costs of purchasing
electricity and fuels to produce electricity, fuel cost adjustments are added to billing rates.
Budgeted revenue has been adjusted to reflect the increase in rates. )

Operating expenses for 2015 are expected to increase modestly over the same expenditures in
2014 due to increases in pay rates and energy purchases.

Contacting the Utility’s Financial Management

This financial report is designed to provide our customers and creditors with a general overview of
the Utility’s finances and to show the Utility’s accountability for the money it receives. If you have
any questions about this report or need additional financial information, contact Cindy Michael,
Secretary, P.O. Box 529, Vinton, IA 52349.
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Vinton Municipal Electric Utility
Statements of Net Position
June 30, 2014 and 2013

ASSETS: 2014 2013
Current Assets:
Cash and cash equivalents $ 4,652,445 $ 3,679,393
Receivables:
Trade accounts, net allowance for uncollectibles 279,958 305,414
Intergovernmental 227,643 197,391
Unbilled revenues 217,215 225,018
City of Vinton 12,109 13,818
Current portion of notes 39,812 39,547
Prepaid expenses 74,766 57,148
Inventory 621,813 626,276
Total Current Assets 6,125,761 5,144,005
Noncurrent Assets:
Notes receivable 179,461 219,273
Investment in joint venture 76,697 76,697
Capital Assets, net accumulated depreciation 5,558,416 5,806,318
Total Noncurrent Assets 5,814,574 6,102,288
Total Assets $ 11,940,335 $ 11,246,293
LIABILITIES:
Current Liabilities:
Accrued Payroll $ 11,863 $ 8,621
Accounts Payable 270,720 243,906
Accrued sales and use tax 4,884 5,582
Accrued compensated absences 123,918 97,670
Current portion of legal settlement 18,487 -
Total Liabilities 429,872 355,779
Noncurrent Liabilities:
Noncurrent portion of legal settlement 70,866 -
NET POSITION:
Invested in capital assets 5,558,416 5,806,318
Unrestricted 5,881,181 5,084,196
Total Net Position 11,439,597 10,890,514
Total Liabilities and Net Position $ 11,940,335 $ 11,246,293

See notes to the financial statements
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Vinton Municipal Electric Utility
Statements of Revenues, Expenses
and Changes in Fund Net Position

Years Ended June 30, 2014 and 2013

2014 2013
Operating Revenues:
Charges for services 4,428,215 $ 4,157,782
Sales and services to City of Vinton 145,694 134,376
Miscellaneous operating revenue 102,251 92,809
Total Operating Revenue 4,676,160 4,384,967
Operating expenses:
Generation 2,861,979 2,467,225
Distribution 469,151 391,615
Customer account 24,339 24,251
Administration and general 331,248 330,720
Benefits to community and city 146,790 87,006
Depreciation and amortization 258,109 225,564
Total Operating Expenses 4,091,616 3,526,381
Operating Income 584,544 858,586
Non-Operating Revenues (Expenses):
Federal grants 21,585 59,892
State grants 2,878 7,986
Flood expense (2,424) (17,187)
Interest income 11,530 12,681
Gain (loss) on disposal of assets 96 38,793
Legal defense and loss of lawsuit (95,433) -
Other revenue 26,307 26,297
Total Non-Operating Revenues (Expenses) (35,461) 128,462
Changes in Net Position 549,083 987,048
Net Position, beginning of year 10,890,514 9,903,466
Net Position, end of year $ 11,439,597  $ 10,890,514

See notes to the financial statements
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Vinton Municipal Electric Utility

Statements of Cash Flows

Years Ended June 30, 2014 and 2013

Cash flows from operating activities:
Cash received from customers and users
Cash received from primary government
Cash paid for services
Cash paid to suppliers
Cash paid to primary government
Net cash provided by operating activities

Cash flows from noncapital financing activities:
Cash received for nonoperating revenues
Cash received from noncapital grants
Cash paid for nonoperating expenses
Net cash provided by noncapital financing activities

Cash flows from capital financing activities:
Acquisitions of capital assets
Disposal of capital assets
Net cash used by capital financing activities
Cash flows from investing activities:
Proceeds from maturity of certificates of deposit
Collections on notes from City of Vinton
Interest on investments
Net cash provided by investing activities:
Net increase in cash and cash equivalents

Cash and cash equivalents beginning of year

Cash and cash equivalents end of year

See notes to the financial statements
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2014 2013
$ 4,587,975 $ 4,263,441
147,404 132,688
(707,638) (687,750)
(2,945,672) (2,639,950)
(175,377) (194,480)
906,692 873,949
26,307 26,297

7,590 .
(8,504) (17,187)
25,393 9,110
(10,206) (608,757)
96 38,793
(10,110) (569,964)
. 500,000
39,547 59,293
11,530 13,092
51,077 572,385
973,052 885,480
3,679,393 2,793,913
$ 4,652,445 $ 3,679,393




Vinton Municipal Electric Utility
Statements of Cash Flows
Years Ended June 30, 2014 and 2013

2014 2013
Reconciliation of operating income to net cash
provided by operating activities:
Operating income $ 584,544 $ 858,586
Adjustments to reconcile operating income to net cash
provided by operating activities:
Depreciation and amortization 258,109 225,564
(Increase) decrease in:
Accounts receivable 13,786 (33,081)
Unbilled revenues receivable 7,803 42,055
Interest receivable
Inventory 4,462 (77,245)
Prepaid expenses . (17,618) 5,719
Increase (decrease) in:
Accounts payable 26,814 (155,410)
Accrued wages payable : 3,242 (1,933)
Accrued vacation and sick pay 26,248 9,730
Other accrued expenses (698) (36)
Net cash provided by operating activities $ 906,692 $ 873,949

See notes to the financial statements
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Vinton Municipal Electric Utility
Notes to the Financial Statements
June 30, 2014

(1) Summary of Significant Accounting Policies

The Vinton Municipal Electric Utility (Utility) is a subdivision of the City of Vinton (City),
which is a political subdivision of the State of lowa. The Utility is considered a component
unit of the City under Governmental Accounting Standards Board Statement No. 61. The

Utility is a public utility responsible for most of the electrical services to the citizens of the
City of Vinton, lowa.

The Utility’s financial statements are prepared in conformity with U.S. generally accepted
accounting principles as prescribed by the Governmental Accounting Standards Board.

A. Reporting Entity:

For reporting purposes, the Utility has included all funds. The Utility has also
considered all potential component units for which it is financially accountable
and other organizations for which -the nature and significance of their
relationship with the Utility are such that exclusion would cause the Utility’s
financial statements to be misleading or incomplete. The Governmental
Accounting Standards Board sets forth criteria to be considered in determining
if the Utility is a component unit of the City of Vinton. The City operates under
the Mayor-Council form of government with the Mayor and Council Members
elected on a non-partisan basis and the Utility is governed by a separate Board
of Trustees which is appointed by the Mayor subject to the approval of the City
Council. The financial statements are the Enterprise Fund of Vinton Municipal
Electric Utility which is a component unit of the City of Vinton.

B. Basis of Presentation:

The Statement of Net Position (previously referred to as net assets) and the
Statement of Revenues, Expenses and Changes in Fund Net Position report
information on all of the nonfiduciary activities of the Utility.

The Statement of Net Position displays the Utility’s nonfiduciary assets and
liabilities, with the difference reported as net position. Net position is reported
in the following categories:

Invested in capital assets consists of capital assets, net of accumulated
depreciation and reduced by outstanding balances for bonds, notes and other

debt attributable to the acquisition, construction or improvement of those
assets.

Restricted net position results when constraints placed on asset use are either
externally imposed or imposed by law through constitutional provisions or
enabling legislation.

Unrestricted net position consists of net position not meeting the definition of the
two preceding categories. Unrestricted net position often has constraints on
resources imposed by management which can be removed or modified.

When both restricted and unrestricted resources are available for use, generally
it is the Utility’s policy to use unrestricted resources first.
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C. Measurement Focus and Basis of Accounting:

Basis of accounting refers to when revenues and expenses are recognized in the
accounts and reported in the financial statements. Basis of accounting relates

to the timing of the measurements made, regardless of the measurement focus
applied.

The accompanying basic financial statements have been prepared on the accrual
basis of accounting in conformity with U.S. generally accepted accounting
principles. Revenues are recognized when earned and expenses are recorded
when the liability is incurred. The accounting records are maintained in
accordance with the uniform system of accounts prescribed by the Federal
Energy Regulatory Commission (FERC).

In reporting its financial activity, the Utility applies all applicable GASB
pronouncements for proprietary funds as well as the following
pronouncements issued on or before November 30, 1989, unless these
pronouncements conflict with or contradict GASB pronouncements: Financial
Accounting Standards Board Statements and Interpretations, Accounting

Principles Board Opinions and Accounting Research Bulletins of the
Committee on Accounting Procedure.

Proprietary funds distinguish operating revenues and expenses from non-
operating items. Operating revenues and expenses generally result from
providing services and producing and delivering goods in connection with a
proprietary fund’s principal ongoing operations. The: principal operating
revenue of the Utility’s Enterprise Funds is charges to customers for sales and
services. Operating expenses for Enterprise Funds include the cost of sales
and services, administrative expenses and depreciation on capital assets. All
revenues and expenses not meeting this definition are reported as non-
operating revenues and expenses. '

The Utility maintains its financial records on the cash basis. The financial
statements of the Utility are prepared by making memorandum adjusting
entries to the cash basis financial records.

D. Use of Estimates:

The preparation of financial statements in conformity with U.S. generally
accepted accounting principals requires management to make estimates and
assumptions that affect the reported amounts of assets and liabilities and
disclosure of contingent assets and liabilities at the date of the financial
statements and the reported amounts of revenues and expenses during the
reporting period. Actual results could differ from those estimates.

E. Assets, Liabilities, and Net Assets:

The following accounting policies are followed in preparing the financial
statements:

Cash, Pooled Investments and Cash Equivalents — The cash balances of most
Utility funds are pooled and invested. Investments consist of deposits into
money market accounts.

For purposes of the statement of cash flows, all short-term cash investments
that are highly liquid (including restricted assets) are considered to be cash
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equivalents. Cash equivalents are readily convertible to known amounts of

cash and, at the day of purchase, have a maturity date no longer than three
months.

Accounts Receivable and Unbilled Revenue — Accounts receivable are shown at
the amount expected to be collected after determining the allowance for
doubtful accounts based on an aging of all the individual customer balances.
Unbilled revenue is for the service consumed between periodic scheduled
billing dates and is estimated and recognized as revenue in the period in which
the service is provided. ‘

Inventories — Inventories are valued at cost using the average cost method.
Inventories consist of materials and supplies. Inventories are recorded as
expenses when consumed rather than when purchased.

Capital Assets — Capital assets, which include property, equipment and vehicles,
intangibles and infrastructure assets, are reported on the Statement of Net
Position. Capital assets are recorded at historical cost if purchased or
constructed. Donated capital assets are recorded at estimated fair market
value at the date of donation. If items of property are sold, retired, or otherwise
disposed of, they are removed from the asset and accumulated depreciation
accounts, and any gain or losses thereon are reflected in the Statements of
Revenues, Expenses and Changes in Fund Net Position.

The costs of normal maintenance and repair not adding to the value of the asset
or materially extending asset lives are not capitalized. Reportable capital
assets are defined by the Utility as assets with initial, individual costs in
excess of the following thresholds and estimated useful lives in excess of two
years:

Asset Class Amount
Land, buildings and improvements $ 25,000
Equipment and vehicles 5,000
Infrastructure 30,000
Intangibles 50,000

Capital assets of the Utility are depreciated/amortized using the straight line
method over the following estimated useful lives:

Estimated
Useful Lives

Asset Class (In Years)
Buildings and improvements 20-50
Jacket radiator equipment 25
Transportation equipment 5-10
Plant tools and equipment 10-25
Generation equipment 10-50
Distribution system : 25-40
Office equipment 3-10
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(2) Cash and Investments

(3)

(4)

(5)

The Utility’s deposits in banks at June 30, 2014 were covered by federal depository insurance
or by the State Sinking Fund in accordance with Chapter 12C of the Code of lowa. This
chapter provides for additional assessments against the depositories to insure there will be
no loss of public funds.

The Utility is authorized by statute to invest public funds in obligations of the United States
government, its agencies and instrumentalities; certificates of deposit or other evidences of
deposit at federally insured depository institutions approved by the Board of Trustees;
prime eligible bankers acceptances; certain high rated commercial paper; perfected
repurchase agreements; certain registered open-end management investment companies;
certain joint investment trusts; and warrants or improvement certificates of a drainage
district.

Notes Receivable

On June 1, 2007, the Utility loaned $62,098 to the City. The note bears interest at 4%, is
unsecured and is payable in semi-annual payments of $3,798 (includes interest). Final
payment is due June 1, 2017. The balance outstanding on the note at June 30, 2014 and
2013 were $21,273 and $27,820 respectively.

On July 8, 2010, the Utility loaned $330,000 to the City. The note bears interest at 2.5% and
is payable in annual payments of $33,000 plus interest each year beginning in June, 2011.
Final payment is due in June, 2020. The balance outstanding on the note at June 30, 2014
and 2013 were $198,000 and $231,000 respectively.

Unbilled Revenues Receivable

Unbilled revenues receivable consist of electric meter usage that has not been read or billed
by the Utility, but represents customer usage prior to year end. The balance in this
account at June 30, 2014 and 2013 were $217,215 and $225,018 respectively.

Inventories

Inventory is stated at the lower of cost or market. At June 30, inventories consisted of the
following:

2014 2013
Fuel oil $ 64,884 $ 58,330
Lube oil 1,463 2,305
Distribution 184,293 194,467
Generation 371,173 371,174

$621,813 $ 626,276
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Capital Assets

Capital Assets Not Being Depreciated: 2013 Increase Decrease 2014
Land $ 454,817 3 — 3 — $ 454,817
Construction in Progress 1,789,929 — 1,789,929 —

Total Capital Assets Not
Being Depreciated 2,244,746 — 1,789,929 454,817
Capital Assets Being Depreciated:
Buildings and improvements 925,506 — — 925,506
Jacket radiator equipment 114,284 — — 114,284
Transportation equipment 454,469 — — 454,469
Plant tools and equipment 516,534 — — 516,534
Generation equipment 6,101,708 5,195 — 6,106,903
Distribution system 3,247,904 1,794,941 — 5,042,845
Office equipment 30,778 — — 30,778
Total Capital Assets
Being Depreciated 11,391,183 1,800,136 — 13,191,319
Less Accumulated Depreciation 7,829,611 258,109 — 8,087,720
Net Capital Assets Being
Depreciated 3,561,572 1,542,027 — 5,103,599
Net Capital Assets $ 5806318 $ 1,542,027 $1,789.929 §5558416

(7) Compensated Absences

The Utility’s employees accumulate vacation days during the year based on the anniversary of
their employment. At June 30, 2014 and 2013 $47,299 and $35,164 were respectively
accrued for unused vacation days. Vacation time may only be carried forward from year to
year with prior approval of management.

The Utility’s full-time employees accrue sick leave at a rate of 8 hours per month. Upon
retirement, permanent disability or death, an employee will be paid fifty percent of his or
her accumulated sick leave, up to a maximum of 480 hours. At June 30, 2014 and 2013
$69,577 and $56,660 were respectively accrued for unused sick pay.

The Utility has a compensatory time policy allowing for the banking of overtime worked up to
120 hours. Compensatory time may be used up to one year from the time earned; any time
not used within one year is converted to paid overtime. Upon retirement, permanent
disability, or death, an employee will be paid for any unused compensatory time up to 40
hours. At June 30, 2014 and 2013 $7,042 and $5,846 were respectively accrued for
unused compensatory time.

(8) Joint Venture

The Utility is a member of Resale Power Group of Iowa (RPGI), a joint and cooperative
undertaking under the provisions of Chapter 28E of the Code of lowa. RPGI is administered
by the Iowa Association of Municipal Utilities and was organized to provide members with
combined bargaining power in negotiating wholesale power contracts and a method of
investing in the construction of power lines. This joint venture is accounted for under the
cost method. RPGI issues separate, audited, financial statements which are available upon
request.
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(9) Pension and Retirement Benefits

The Utility contributes to the Iowa Public Employees Retirement System (IPERS) which is a
cost-sharing multiple-employer defined benefit pension plan administered by the State of
Iowa. IPERS provides retirement and death benefits which are established by state statute
to plan members and beneficiaries. IPERS issues a publicly available financial report that
includes financial statements and required supplementary information. The report may be
obtained by writing to IPERS, P.O. Box 9117, Des Moines, IA 50306-9117.

As of July 1, 2012, plan members are required to contribute 5.95% of their annual covered
payroll and the Utility is required to contribute 8.93% of covered payroll. Contribution
requirements are established by state statute. The contributions paid to IPERS by the
Utility for the years ended June 30, 2014, 2013, and 2012 were $39,612, $37,975, and
$40,987 respectively, equal to the required contributions for each year.

(10) Related Party Transactions

The Utility provides electrical service to the City of Vinton and bills the City for that usage.
The City provides meter reading, administration and accounting services to the Utility. The
Utility pays one-half the salary of the Meter Reader and City Clerk, and contributes funds
to cover the costs of employing one full time office employee at the City. As disclosed in Note
3, the Utility also had loans outstanding to the City during the year ended June 30, 2014.

Transactions with the City and balances at year end are as follows:

2014 2013

Amounts billed to the City for electrical services $145,694 $134,376
Amounts received from the City for services ) 147,404 132,688
Receivable from the City at year end for electric services 12,109 13,818
Amounts received from the City for loan repayments - 39,547 99,293
Amounts received from the City for Interest on loans ' 6,617 7,696
Note balance at year end ) 219,273 258,820
Payments made to the City for services received 113,377 194,480
Payments to the City in-lieu of taxes 62,000 -

For payroll reporting purposes, Utility employees are classified asACity employees. Payroll
costs are transferred by the Utility to the City’s bank account for payment to, or on behalf
of, the employees.

Commercial insurance coverage is combined between the Utility and the City. The Utility pays
its share of the premium directly to the insurer.

The Utility purchases electricity for resale from RPGI. Transactions with RPGI and balances
at year end are as follows:

2014 2013
Electricity purchased $2,479,226 $2,042,089
Cash payments to RPGI 2,465,408 2,082,573

Amounts due to RPGI 227,902 201,284
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(11) Budgeting

The Utility is required to prepare a budget each year and submit it to the City of Vinton for
approval by the council. The City combines the Utility’s budget with other proprietary
activities in the total City budget which is submitted to the State of Iowa. The Utility
prepares its budget using the cash basis of accounting. The Utility’s budget to actual (cash
basis) comparison for the year ended June 30, 2014 is as follows:

Actual Budget Variance
Revenues $ 4,918,934 4,930,337 (11,403)
Expenditures (3,940,775) (5,623,338) 1,682,563

(12) Commitments

The Utility has contracted to purchase its electric power and energy requirements from RPGI
through December 31, 2014. Costs are dependent upon usage.

(13) Risk Management

The utility is exposed to various risks of loss related to torts; theft, damage to and destruction
of assets; errors and omissions; injuries to employees; and natural disasters. Except for
distribution property and equipment, these risks are covered by the purchase of
commercial insurance. The Utility assumes liability for any deductibles and claims in
excess of coverage limitations. Settled claims from these risks have not exceeded
commercial insurance coverage in any of the past three fiscal years. The Utility has retained
the risk of damage to and destruction of most distribution property and equipment. There
were no material estimated liabilities or claims paid during the past fiscal year.

(14) Prior Period Adjustment

The investment in joint venture had previously been accounted for incorrectly under the
equity method despite there being no defined or guaranteed claim to the equity of the joint
venture. This change resulted in a decrease to the opening equity from July 1, 2012 of
$281,676 and a decrease in fiscal 2013 non-operating revenues of $23,951. These changes
are represented within the applicable statements presented herein.

(15) Subsequent Events

In September 2014, the Utility loaned $300,000 to the City of Vinton at an annual rate of
interest of 2%, with a payback period of 3 years, for the purchase of a new dump truck and
a new fire truck.

(16) Prospective Accounting Change

The Governmental Accounting Standards Board has issued Statement No. 68, Accounting
and Financial Reporting for Pensions—an Amendment of GASB No. 27. This statement will
be implemented for the fiscal year ending June 30, 2015. The revised requirements
establish new financial reporting requirements for state and local governments which
provide their employees with pension benefits, including additional note disclosures and
required supplementary information.
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Other Supplementary Information
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Schedule 1

Vinton Municipal Electric Utility
Schedules of Operating Expenses
Years Ended June 30, 2014 and 2013

2014 2013
Generation:
Purchased power $ 2,479,226 $ 2,042,089
Fuel oil 38,829 79,006
Natural gas 72,671 80,375
Payroll taxes and employee benefits 52,545 51,248
Production labor 171,777 163,407
Lubricants and chemicals 15,367 14,845
Maintenance 23,846 26,148
Miscellaneous 7,718 10,107
Total Generation 2,861,979 2,467,225
Distribution:
Distribution labor : 254,140 230,967
Payroll taxes and employee benefits 77,739 72,437
Maintenance:
Structure and equipment 4,386 4,075
Overhead lines 58,983 55,894
Line transformers 2,933 8,047
Street Lighting 11,686 10,700
Plant 26,074 -
Meters 27,541 6,609
Supplies 5,669 2,886
Total Distribution 469,151 391,615
Customer Accounts: ,
NSF check expense 4,143 5,392
Meter reading 20,196 18,859
Total Customer Accounts 24,339 24,251
Administration and General:
Office salaries 92,380 109,894
Payroll taxes and employee benefits 28,258 31,101
Property insurance 82,677 76,570
Outside services 16,250 18,259
Office supplies 13,203 15,895
Regulatory assessment 9,299 6,130
Membership dues 11,503 11,957
Transportation 25,703 10,533
Energy efficiency programs 30,809 17,295
Miscellaneous 21,166 33,086
Total Administration and General 331,248 330,720
Benefits to Community and City:
Labor benefits to city 59,500 60,456
Payments in-lieu of taxes 62,000 -
Community benefits 25,290 26,550
Total Benefits to Community and City 146,790 87,006
Depreciation and amortization 258,109 225,564
Total Operating Expenses $ 4,091,616 $ 3,526,381

See accompanying independent auditor's report.
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Independent Auditor’s Report on Internal Control
over Financial Reporting and on Compliance and Other Matters
Based on an Audit of Financial Statements Performed in Accordance with
Government Auditing Standards
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Independent Auditor’s Report on Internal Control over Financial
Reporting and on Compliance and Other Matters Based on an Audit of
Financial Statements Performed in Accordance with Government Auditing Standards

To the Board of Trustees
Vinton Municipal Electric utility
Vinton, Iowa

We have audited in accordance with U.S. generally accepted auditing standards and
the standards applicable to financial audits contained in Governmental Auditing
Standards issued by the Comptroller General of the United States, the financial statements
of the business type activities of Vinton Municipal Electric Utility, Vinton, Iowa, as of and
for the years ended June 30, 2014, and the related notes to financial statements, which
collectively comprise the Utility’s basic financial statements listed in the table of contents,
and have issued our reports thereon dated December 29, 2014.

Internal Control Over Financial Reporting

In planning and performing our audit of the financial statements, we considered
Vinton Municipal Electric Utility’s internal control over financial reporting to determine the
audit procedures appropriate in the circumstances for the purpose of expressing our
opinions on the financial statements, but not for the purpose of expressing an opinion on
the effectiveness of Vinton Municipal Electric Utility’s internal control. Accordingly, we do
not express an opinion on the effectiveness of Vinton Municipal Electric Utility’s internal
control.

Our consideration of internal control was for the limited purpose described in the
preceding paragraph and was not designed to identify all deficiencies in internal control
that might be material weaknesses or significant deficiencies and, therefore, material
weaknesses or significant deficiencies may exist that were not identified. However, as
described in the accompanying Schedule of Findings and Questioned Costs, we identified
deficiencies in internal control we consider to be a material weakness and deficiencies in
internal control we consider to be significant deficiencies.

A deficiency in internal control exists when the design and operation of a control does
not allow management or employees, in the normal course of performing their assigned
functions, to prevent or detect and correct misstatements on a timely basis. A material
weakness is a deficiency, or a combination of deficiencies, in internal control such that
there is a reasonable possibility a material misstatement of Vinton Municipal Electric
Utility’s financial statements will not be prevented or detected and corrected on a timely
basis. We consider the deficiencies described in Part II of the accompanying Schedule of
Findings and Questioned Costs as items II-A-14 and II-B-14 to be material weaknesses.
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A significant deficiency is a deficiency, or a combination of deficiencies, in internal
control which is less severe than a material weakness, yet important enough to merit
attention by those charged with governance. We consider the deficiencies described in
Part II of the accompanying Schedule of Findings and Questioned Costs as items II-C-14
and II-D-14 to be significant deficiencies.

Compliance and Other Matters

As part of obtaining reasonable assurance about whether Vinton Municipal Electric
Utility’s financial statements are free of material misstatement, we performed tests of its
compliance with certain provisions of laws, regulations, contracts and grant agreements,
non-compliance with which could have a direct and material effect on the determination of
financial statement amounts. However, providing an opinion on compliance with those
provisions was not an objective of our audit and, accordingly, we do not express such an
opinion. The results of our tests disclosed no instances of non-compliance or other
matters that are required to be reported under Governmental Auditing Standards.

Comments involving statutory and other legal matters about the Utility’s operations
for the year ended June 30, 2014 are based exclusively on knowledge obtained from
procedures performed during our audit of the financial statements of the Utility. Since our
audit was based on tests and samples, not all transactions that might have had an impact
on the comments were necessarily audited. The comments involving statutory and other
legal matters are not intended to constitute legal interpretations of those statutes.

Vinton Municipal Electric Utility’s Responses to Findings

Vinton Municipal Electric Utility’s responses to the findings identified in our audit
are described in the accompanying Schedule of Findings and Questioned Costs. Vinton
Municipal Electric Utility’s responses were not subjected to the auditing procedures
applied in the audit of the financial statements and, accordingly, we express no opinion on
them.

Purpose of this Report

The purpose of this report is solely to describe the scope of our testing of internal
control and compliance and the result of that testing and not to provide an opinion on the
effectiveness of the Utility’s internal control or on compliance. This report is an integral
part of an audit performed in accordance with Government Auditing Standards in
considering the Utility’s internal control and compliance. Accordingly, this communication
is not suitable for any other purpose.

We would like to acknowledge the many courtesies and assistance extended to us by
personnel of Vinton Municipal Electric Utility during the course of our audit. Should you
have any questions concerning the above matters, we shall be pleased to discuss them
with you at your convenience.

Fﬁﬂy‘b}’i@% ey Wik 56, e

RIDIHALGH, FUELLING, SNITKER, WEBER & CO., P.C., C.P.A.’S

December 29, 2014
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Part I: Summary of the Independent Auditor’s Results:

(@) Unmodified opinions were issued on the financial statements.

(b) A significant deficiency and a material weakness in internal control over financial
reporting were disclosed by the audit of the financial statements.

() The audit did not disclose any non-compliance which is material to the financial
statements.
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Part II: Findings Related to the Financial Statements:

INSTANCES OF NON-COMPLIANCE:
No matters were noted.

INTERNAL CONTROL DEFICIENCIES:

II-A-14 Segregation of Duties — One important aspect of internal control is the

segregation of duties among employees to prevent any individual employee
from handling duties which are incompatible.

Recommendation — We realize segregation of duties is difficult with a limited
number of office employees. However, the Utility should review its control
procedures to obtain the maximum internal control possible under the
circumstances.

Response — The Board of Trustees is aware of the condition. We will review
procedures and make changes where reasonable.

Conclusion — Response acknowledged.

II-B-14 Preparation of Financial Statements — Management is responsible for
establishing and maintaining internal controls over financial reporting and
procedures related to the fair presentation of the financial statements in
accordance with U.S. generally accepted accounting principles (GAAP). The
Utility does not have an internal control system designed to provide for the
preparation of the financial statements, including accompanying footnotes, as
required by generally accepted accounting principles.

As auditors, we were requested to draft the financial statements and
accompanying notes to the financial statements as well as prepare certain
material adjusting entries to bring the Utility’s cash basis records to accrual
amounts.

Recommendation - Management should carefully review the financial
statements including note disclosures and understand their relationship to the
underlying data. All proposed adjustments and the reasoning behind them
should be understood and approved.

Response — The Utility relies on the auditor to propose the adjustments
necessary to prepare the financial statements and the related note disclosures
in accordance with the applicable financial frameworks. The Utility reviews
such financial statements.

Conclusion — Response acknowledged.
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II-C-14

II-D-14

Management Override of Controls — The Utility maintains a set of checks which
are separate from the checks written from the Utility’s software system. These
checks are handwritten and draw from the Utility’s checking account without
affecting its financial statement balances. The Utility uses these checks to
move funds physically deposited into its account, but recorded on the City’s
books, to the City’s account. This issue also affected the Utility’s bank
reconciliation at year end.

Recommendation — When assets are removed from the Utility’s accounts, the
Board of Trustees or a party separate from the individual making the entry
should review all entries for propriety. Documentation of these reviews should
be kept along with the details of why the entry was made. Consideration for
these checks should be given when performing bank reconciliations.

Response — These checks are used to transfer funds deposited into the Utility’s
checking when customers pay via credit or debit card. Because the bill
includes both electric and other City utility charges, the amount is paid in one
sum to one bank account. We will review the current procedures in place and
look into developing a more complete and thorough system covering the
transfer of City funds from the Utility’s account.

Conclusion — Response acknowledged.

Reconciliations — The Utility’s cash reconciliation did not reconcile to the amount
reported on the Utility’s financial statements. Additionally, the reconciliation
contained items for which the Utility was not able to offer a complete
explanation.

Recommendation — The Utility should review all reconciliations to ensure they
match the underlying data and that all reconciling items are explainable and
understood.

Response — This issue is caused by an interaction between accounts in the
software, and also related to checks written to the City which are not
accounted for by our software system. We are looking into the best method of
resolving the situation to ensure it ceases to occur.

Conclusion — Response acknowledged.
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Part III: Other Findings Related to Required Statutory Reporting:

III-A-14 Certified Budget — Disbursements during the year ended June 30, 2014 did not
exceed the amounts budgeted in the business type activities functions.

III-B-14 Questionable Disbursements — We noted no specific individual questionable
disbursements that may not meet the requirements of public purpose as defined
in an Attorney General’s opinion dated April 25, 1979.

II-C-14 Travel Expense — No disbursements of Utility’s money for travel expenses of
spouses of Utility officials or employees were noted.

I11I-D-14 Business Transactions — There were no material business transactions between the
Utility and Utility officials or employees.

III-E-14 Bond Coverage — Surety bond coverage of Utility officials and employees is in
accordance with statutory provisions. The amount of coverage should be
reviewed annually to insure the coverage is adequate for current operations.

II-F-14 Board of Trustees Minutes — We noted no transactions requiring Board approval
which have not been approved by the Board.

I1-G-14 Deposits and Investments — No instances of noncompliance with the deposit and
investment provisions of Chapter 12B and 12C of the Code of Iowa or the
Utility’s investment policy were noted.
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